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94 Annals of the American Academy. 

The reader will find interesting matter in the second division on the 
trend of material progress, the office of family, state, and the institu- 
tion of religion in promoting the self-discipline of the individual, the 
power of socialism to cure our social ills, and the limits of state inter- 
vention. For a more approved economic regime he looks to the 
individual whose self-interest is enlightened by family ties, broadened 
by citizenship, and chastened by religion. 

For the public to which it is specially addressed the book is well 
adapted. It is a clear and balanced discussion in untechnical language 
of the social machinery and social forces which are in operation to 
supply the economic wants of modern communities. 

James W. Crook. 

Amherst College. 



Taxation and Taxes in the United States under the Internal Rev- 
enue System ijgi-i8gs. An Historical Sketch of the Organization, 
Development and Later Modification of Drectand Excise Taxation 
under the Constitution. By Frederic C. Howe, A. M., Ph. D. 
Pp. xiii and 293. Price, $1.75. New York: Thomas Y. Crowell & 
Co., 1896. 

The present publication is the eleventh number of the " Library of 
Economics and Politics," edited by Professor Ely. As its title indi- 
cates, the whole field of the national internal revenue is covered, in- 
cluding direct taxes as well as excise duties. The internal revenue 
system of the Civil War which once confronted the individual in every 
walk of life and in innumerable transactions of business and pleasure 
is now a thing of the past and almost forgotten. The receipts from 
customs duties have been so enormous that for several years the great 
financial problem was what to do with the surplus. Lately, indeed, with 
the reduction of the tariff, an extension of the internal revenue system 
was attempted. This attempt, however, met with a disastrous failure 
in its chief feature — the income tax. It was said on every side that 
the traditional and accepted policy of the United States was to obtain 
revenue for state and local purposes by direct taxation, and for national 
purposes by duties on imports and internal excises upon liquor and 
tobacco. The question as to what is the proper system for national 
taxation in a country where expenditures reach such prodigious 
figures as in the United States is a very important one, and the pres- 
ent work is a timely contribution to the study of the subject. A system 
of taxation should be not only theoretically defensible, but it should 
also be constructed with regard to the special conditions of national 
history and popular prejudice. To determine the proper system for 
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this country we must study these conditions. Dr. Howe's treatise 
gives a very clear and complete account of them. 

The history of the internal revenue system " naturally divides itself 
into three periods, quite distinct and characterized by political ideas 
more or less diverse. " The first period began with the organization 
of the government under the Constitution and lasted until the end of 
the Federalist regime. This was an experimental period. The power 
of internal taxation was naturally used by such an ardent nationalist 
as Hamilton, with the conscious purpose of strengthening the federal 
authority and pre-empting this resource of taxation for the national 
treasury. The second period came as a reaction from the first. The 
JefFersonian Democracy held that internal taxation was only justified 
by necessity, and that its essential character was "oppressive" and 
"hostile to the genius of a free people." Consistently with this policy 
the long period of Democratic supremacy — from the beginning of the 
century to the Civil War — was marked by an almost exclusive reliance 
on customs duties. During the War of 1812 necessity compelled a resort 
to internal taxes, both direct and indirect, but after the close of the war 
Congress was in such haste to abolish them that the treasury encoun- 
tered a deficit for several years. The third period commences during 
the Civil War. It is characterized by national as opposed to particu- 
laristic ideals. This radical revolution in the theory of our national 
existence, combined with the necessities created by the war led to the 
establishment of a permanent system of internal revenue. 

Dr. Howe gives a general history of the internal revenue system in 
the first three chapters of the book. The period of the Civil War is 
then more particularly examined in several chapters and each of the 
chief forms of taxation is described in detail, — the direct tax, income 
tax, taxes on corporations, assessed taxes, inheritance taxes, stamp 
taxes, duties on sales, license taxes, and the excises on liquors, tobacco 
and manufactures. The effects of these taxes are discussed, and also 
the character of the administration. Finally there is a chapter on 
recent developments and modifications. 

The detailed consideration of the system established during the 
Civil War occupies the greater part of the book. However improvi- 
dent Congress may have been in not more quickly drawing upon the 
internal resources of the country, when it once set to work it did it 
most thoroughly if not most judiciously and effectively. There is no 
question that without internal taxation the expenses of the war could 
not have been met. We have twice proved in our own short financial 
history that for a protracted war a loan policy spells failure. Dr. 
Howe emphatically declares, " had there existed in 1861 some form 
of internal taxes with which the people were familiar, and which was 
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sufficiently elastic to permit of immediate extension, the Treasury 
would not have suffered from the straits to which it was reduced, the 
necessity of resort to treasury notes might have been averted and the 
war been more vigorously prosecuted." Customs duties are unreliable; 
they have the fatal defect of inelasticity. Internal taxation on the 
other hand may be increased almost without limit. How far it may 
be carried will chiefly depend upon the kind of tax. A direct tax on 
visible property cannot be easily evaded. But an excise duty on the 
production of commodities generally finds a limit where the profit 
accruing from evading the tax becomes sufficiently attractive. A well- 
known instance of this is found in the whiskey tax of the Civil War. 
Mr. David A. Wells, then Special Commissioner of the Revenue, 
showed that out of every eight gallons produced three only paid the 
tax. At that time the rate of the tax was $2 per gallon, while the 
cost of producing whiskey was about twenty cents. He came to the 
conclusion "that whenever a tax equivalent to 100 per cent of the 
average cost of an article is imposed upon it, a limit has been attained 
where the ordinary provisions of the law are sufficient for its execution. ' ' 
In proportion as this is departed from the enactment of extraordinary 
laws to secure the tax becomes necessary; until finally a point is 
reached where the inducement to evade or resist the law becomes too 
powerful to admit of restraint. As special commissioner, Mr. Wells 
persistently recommended the reduction of this excessively high rate, 
and at last in 1868 Congress reduced it to fifty cents. The revenue 
immediately rose from thirteen to forty-five millions. Illicit distilla- 
tion became unprofitable at that rate. 

Dr. Howe believes that the heavy taxation during the war increased 
the productive power of the country. This was the opinion of 
McCulloch respecting the English experience during the Napoleonic 
wars. The rapid increase of the number of patents issued, especially 
in connection with labor saving agricultural machinery, does not seem 
to be conclusive evidence. The historical coincidence might be other- 
wise explained. With some kinds of taxes of course there is a strong 
stimulus to increase production. This was conspicuously the case 
under the English liquor excise law when empirical data were em- 
ployed to measure the amount of production — such as the cubic 
capacity of mash tubs, stills, etc. Great inducements were then 
presented to .manufacturers to develop secretly a more rapid process. 
The extra amount so produced was virtually free from taxation. Dr. 
Howe calls attention to the fact that the war taxation tended to con- 
centrate production in large concerns. He also says that the " marginal 
producers, the no-rent 'Entrepreneurs'" were sometimes crowded 
out, which he thinks tended to stimulate the remaining producers. 
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Very likely this is true. There seems to be a progressive tendency 
that way which heavy taxation would accelerate. But if he accepts 
the "rent" theory of profits we do not understand the following: 
" Every increment of cost due to taxation was at once shifted to the 
price of the commodity often with an additional profit upon the capital 
advanced by the payer of the tax." 

Among the most successful and popular of the internal taxes of the 
war period were the stamp duties on legal instruments,' transactions 
and commodities, and the license taxes on business corporations, occu- 
pations and gainful pursuits. The stamp taxes were productive and 
elastic but they had two defects; they hampered business, and through 
the purchase of stamps wholesale at reduced rates, small producers 
were injured. The license taxes were popular also though they were 
most unequal. Specific sums were levied on various occupations, e. g., 
apothecaries, auctioneers, butchers, brokers, manufacturers, etc. Here 
again of course the large producer was favored. The great merit of 
these taxes consisted in the fact that it was impossible to evade them. 
It may seem surprising that such an unequal tax was borne without 
complaint, while the income tax was violently condemned. The ex- 
planation is probably twofold. The license taxes were not great 
enough to be very oppressive— |io to $20 being the most prevalent 
rates, while the income tax was a heavy one, the rates after 1864 
ranging from five to ten per cent. Further, the license taxes required 
no investigation into the financial standing of the individual, while 
the income tax did. The income tax was denounced as inquisitorial 
and it was asserted that it was honeycombed with frauds and evasions, 
but it has often been said that there was " a nigger in the fence " — that 
the tax was in fact too successfully assessed. At any rate the income 
tax was very productive and in 1865 returned as much as the combined 
taxes on fermented and distilled liquors and tobacco. As to the cost 
of collection Dr. Howe states that it was "one of the most economical 
of taxes which has ever been imposed." 

Dr. Howe in the last chapter discusses at considerable length the 
recent income tax law. The income tax has generally been regarded 
with favor by all students of finance. Theoretically the income tax is 
commended on the ground that it most nearly approaches the ideal 
measure of faculty. Practically the income tax is advocated as a 
compensatory tax; as Leroy Beaulieu says: " An extra charge which 
naturally devolves upon them "(the well-to-do)" in place of the semi- 
immunity which they enjoy in respect to indirect taxes." 

Dr. Howe takes this position quite vigorously and looks upon an 
income tax as an essential feature of a good financial system. The 
question in this country, however, is rather one of law than of finance, 
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and the constitutional authority of the United States has declared that 
the income tax law is unconstitutional. This decision is not surprising 
if one considers the naked provision of the Constitution that direct 
taxes shall be apportioned according to population. But when the 
historical ambiguity of the term " direct tax " is considered and more 
important still the decisions of the Supreme Court in cases like 
Hylton vs. United States, the Pacific Insurance Case, and particularly 
Springer vs. United States, the layman cannot be blamed if he is 
somewhat puzzled. The decision of Springer vs. United States was 
given by a unanimous court. The recent decision in Pollock vs. 
Farmers' Loan and Trust Company was given by a court in which 
there were five concurring and four dissenting opinions. If the 
Springer Case was reversed it does not seem inconceivable that the 
recent decision may some day meet a like fate, especially if we recol- 
lect the history of the legal tender decisions. However unwise, in- 
equitable and clumsy the recent law may have been and however con- 
tent we may be to do without it, yet looking at the matter in the broadest 
light it seems unfortunate that the national government should be 
denied this important financial resource. Dr. Howe says, " The fiscal 
consequences of the decision may be quite as portentous as the legal 
and political ones. While the revenues are redundant and the customs 
and excise adequate to supply all possible current needs of the gov- 
ernment the question is one of but little moment. In cases of 
emergency, however, the income tax is most essential to an adequate 
fiscal policy. . . . No tax is so fitted for emergency purposes as the 
income tax; for its yield is immediate, the receipts capable of expan- 
sion to meet unforeseen exigencies while its operations are in no sense 
obstructive to the freedom of industry and trade." Useful statistical 
appendices are provided and an analytical table of contents, but the 
book lacks a general index. It will undoubtedly be welcomed as a 
valuable account of this important subject. 

Francis Waiter. 

Colorado College. 



Money and Its Relation to Prices. Being an Inquiry into the Causes, 
Measurement and Effect of Changes in General Prices. By L. L. 
Price. Pp. 200. Price, $1.00. London: Swan Sonnehschein & 
Co. New York: Charles Scribner's Sons, 1896. 

The sub-title of this book is misleading. It is an inquiry not into 
the causes of changes in prices, but rather into the effect which an 
increasing or diminishing supply of the precious metals has upon 
prices. The effect of credit upon prices, which could not be ignored 
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